
DoD 7600 .7-M

QmPTER 14

QUALITY AS!3URAKE PlmGR?W

A. PUIW6E

,

This chapter prescribes policy- for establishment of quality assurance prm
grams in mnformance with ap@icable Government Auditing Standards (reference
(c) ) and Doll Internal Auditing Standards, and describes the essential elements
of such programs in DoD interfial audit organizations.

B. APPLICABILITY
,.

This chapter ap@ies to all DoD internal atiit, internal
appropriated fund audit organizations (hereafter referred to
“DoD internal audit organizations”).

review, and non-
collectively as

c. KWUJ!ED QXERMM’ AUDITING SWUWMRD6

1. The Goverment Auditing Standards (reference (c)) prescribe general
standards for conducting financial and performance audits. The fourth general
standard relates to the presence of quality controls. W standard states that
“Audit organizations conducting government audits should have an appropriate
internal quality control systein in place and participate in an external quality
mntrol review program. ”

2. The second field work standard for Government performance audits is,
“Staff are to be properly supervised. ” This standard places responsibility
m the auditor and aulit organization for seeing that staff who are immlved
in accanplishing  the objectives of the audit receive appropriate guidance and
supervision to ensure that the audit mrk is properly conducted, the ad it
objectives are accanplishd, and the staff are provided effective on-th-job
training. External consultants and specialists also should be given appropriate
guidance .

D. PCKJCY

1. ‘lb maintain the confidence and trust
private citizens, DcD auditors shall provide

of DcD management, the Congress, and
objective, reliable, timely, and

.

.

professional audit products. The value of the services provided by Doll aMitors
is related directly to the quality of the audit work performd. In addition, the
professionalism of DOB alxlitors is critical to acceptance and use of their work
by DoD managers in improving and strengthening DOD programs and operations.

2. Each lloD internal audit organization shall establish and maintain a
viable and effective quality assurance program that provides reasonable assurance
to parties inside and outside the Department of Wf ense that DOD atiitors cmply
with applicable auditing standards and H audit policies, and that work is
carried out econmkally, efficiently, and effectively. Each organization’s
quality assurance Proqram shall incorporate the elements of supervision, internal
quality control reviews, and external
following sections of this chapter.

.-
- quality control reviews ‘% descri&d in the
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3. The DCD internal audit organizations shall establish a supervisory
process which ensures audits are planned and cunpleted in accordance with
applicable auditing standards, D@ auditing policies, and internal organization
policies and procedures. The supxvision process shall ensure that audit work is
supported by clear, demonstrable, and objective evidence that is docmented in
audit working papers.

4. The internal quality control system established by the audit organization
should provide reasonable assurance that it:

a. Has established and is f ollwing adequate audit policies and
procedures.

b. Has adopted and is following applicable auditing standards.

Organizations conducting government audits should have an external
qual?;y control review at least once every 3 years by an organization not
affiliated with the organization being reviewed. The external quality control
review program should determine that:

a. The organization’s internal quality control system is in place and
operating effectively.

b. Established policies, procedures, and appliable auditing standards
are being followed in its audit work.

E. SUPERVISION

Supervision is the first and most important step in a quality assurance
program and it is a continuing process on all audit assignments within an audit
organization. Responsibility for all audits remains with the head of the audit
organization. However, the head of the atiit organization may delegate audit
tasks to audit managers or supervisors, who in turn may delegate these tasks to
audit teams. Delegation requires that audit managers at all levels establish
methods that ensure a@it assignments are planned, controlled, and directed
properly. The degree of control may vary among audit organizations and audit
assignments.

1. Supervision is the most effective way to ensure atiit quality. To
supervise effectively, supervisors should be involved in every phase of the
a~it, f ran planning to the f ina.1 re~rt. Supervisors should make sure a@itors
understand, without ambiguity, the nature, scope, content, and timing of the
work assigned to them and the expected end product. Supervisors should review
progress periodically on audit projects to determine whether jobs are on schedule
and executed in accordance with plans. Supervision should be sufficient to make
any required mid-course corrections without disrupting the audit assignment.

2. The actual amount of supervision required may vary based on availability
of resources, canplexity and sensitivity of audit work, and staff experience.
However, supervision should be exercised at each level of the organization
and for each level of task responsibility. Most audit assignments include
the following phases: coordination, planning, survey, audit performance or
application, and reporting. During these phases, supervisors should concentrate
on the following:

\
,...

.
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a. Coordimtion. lb ensure quality audit performance and efficient
use of resources, supervisors should be aware of other audit projects within
the audit organization and in other Federal audit activities. Supervisors
should maintain open lines of ccmwnunication with the headquarters of the audit
organization and with other field offices in the organization. The objective
of open curraunication is to reduce the overlap of audit projects and enhance
the quality of audits. Supervisors slxxld share ideas on audit design, atiit
planning, audit survey scope and techniques, audit objectives, audit approaches,
training needs and audit workload.

b. Planninq. Supervisors should establish the overall direction of the
audit effort; determine the best use of available resources; establish goals and
objectives for audits that make sure programs, activities, and segments of agency
operations are covered adequately; and coordinate audit efforts with review
efforts of other activities smh as the military inspector general offices.
Chapters 5 @ 8 of this Manual prescribe additional. guidance relating to
planning for both individual atiit assignments and the develqnent of an annual
audit program.

c“ EuH” Supervisors should approve the survey approach, estimate
time required for the survey, and establish milestones for review of survey
results.

‘“. =?=% After reviewing survey results, supervisors should modify
overall objectives lf necessary, identify the steps or segments requiring further
audit mrk, and determine any program modifications needed to f ulf ill the a~it
objectives. Supervisors should also estimate the time required for the detailed
atiit review and establish milestones for review of the program development.

e. Audit Performance

(1) Project Reviews. Supervisors should review audit projects
periodically to make sure they meet applicable auditing standards and M
internal atiit policies. Supervisors should use onsite visits to assist in
project management, solve specific problems during audit application, provide
technical assistance, counsel and train atiit team members, and review overall
management of the audit.

(2) Reviews of Working Papers. Supervisory reviews of audit working
papers are essential to ensure reports are supported with clear, denmstrable,
and objective evidence. These reviews can ke tailored to the particular
situation and individual, but should provide enough information to supervise
projects properly and to evaluate staff pxformance. Problems discovered during
working paper reviews should be discussed and resolved prmptly; working pa~rs
should be revised to preclude any misinterpretation or unsupported conclusions.
Working papers should be reviewed periodically throughout the audit. All
supervisory reviews of working papers should be documented and retained.
Supervisory reviews of audit work and the report should be timely and determine
whether:

(a) Conformance with a@it standards is obtain&1.

(b) The audit programs are follcmd unless deviation is
justified and authoriz~.
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(c) The a~it work has been conducted with due professional
care.

(d) The working Papxs adequately support findings and
conclusions and provide sufficient data to prepare a meaningful report.

(e) The

Chapter 18 of this F@N@
working papers.

atiit objectives are met.

prescribes additional guidance on the review of audit
.

f. Reporting. Au3itors should prepare a reprt outline and discuss
preparation of the initial draft report with their supervisor. First-level
supervisors should review the draft ad it report, and the second-level
supervisors should review ccmments and the results of any discussions with
management concerning the au3it results. Based on these reviews, the second-
level supervisor finalizes the audit report, making sure the audit report
cunplies with the ap@icable auditing standards and D@ atiit policies on
reporting. Chapter 12 of this Manual prescribes additional guidance on reporting
audit results.

F. INI!EIUNAL mm CONTROL REVIEW

Internal quality control reviews, the secoti step in an effective quality
assurance program, are periodic reviews of selected audits, organizational
functions, or internal processes, conducted by an independent element within
the audit organization. During the internal quality control review, an in-house
team evaluates the adequacy and ef f activeness of the atiit organization’s
policies am3 prdures, and determines whether the audit work meets applicable
a@iting standards and DoD auditing plicies. Essential elements of an effective
internal qpality control review program include: formal policies and operating
procedures; workload identification and planning; assignment and training of
permanent staff; and adherence to Government Auditing Standards (reference (c))
and DoD Internal Auditing Standards for performing reviews and reporting results.

1. The nature and extent of an organization’s internal quality control
system depends on a number of factors such as its size, the degree of operating
autoncmy allowed its personnel and its adit offices, the nature of its mrk, its
organizational structure, and its appropriate cost-benefit considerations. Thus ,
the systems established by individual organizations, as well as the extent of
their documentation, will vary.

2. Each DoD internal aldit organization shall develop and issue formal
policies establishing an internal quality control review program consistent with
this chapter. Formal plicies should prescribe responsibilities and procedures
for planning and performing internal quality control reviews and reporting the
results of reviews.

3. Each major element of the a~it organization slmuld receive an internal
quality control review at least once every 3 years. Major elements inclde
divisions, regions, large field off ices, or residencies. As an alternative,
selected functional areas may be reviewed on an across-thekoard or Agenc~wide
basis, provided there is representation given to the various elements within the
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organization. Internal quality control reviews should emphasize matters relating
to the accanplishment of audit projects; that is, planning, survey, and field
work, inclding preparation of working papers and reporting.

a. l!nnual and long-range plans should be devekped to ensure the 3-year
internal quality control review requirement is met. Once experience shows that
an effective quality standard has been achieved by the major elements of the
audit organization, consideration can be given to reducing the 3-year review
frequency. Subjects for internal quality control reviews should be solicited
f ran all levels of the audit organization. Internal quality control review plans
slmuld be published annually, and sufficient resources should be allocatd to
_li* the annual ~m. The lcmg-range plan should include audit
lssws/standards to be reviewed, objectives, tinef rames, and resource
requirements.

b. Canpliance with Government Auditing Standards (reference (c)) is the
basis for how atiit work is jdged by external quality control review teams.
Accordingly, the Government Atiiting Standards, D@ Internal Au3iting Standards,
and DoD auditing policies should form the baseline for planning internal quality
control reviews. To facilitate the planning process and the setting of
priorities, an inventory of internal quality control review subjects should be
developed and maintained. For example, the inventory should inclde aulit
planning, audit performance g audit re~rt~ ti foll~g as d as issues
raised in external quality control reviews.

4. A permanent staff should be assigned to f ulf ill the internal quality
oontrol review requirement g and the organizational placement of the staff should
provide for sufficient independence. Assignment of pmment staff enhances
individual expertise and provides for added progra continuity.

a. The permanent staff g which may be augmented as needed, should be
highly @if iedg experienced auditors. These qualifications are essential for
ensuring the credibility of the internal quality control review program and for
enhancing the level of professionalism in the audit organization.

b. Formal or on-the-job training may be needd for newly assigned
members to the internal quality control review program. At a titi~g gaining
an appreciation and exchanging information on qoaches used by other audit
organizations in accunplishing  their internal quality central review program
would be beneficial.

5. Internal quality control reviews g like an awlit g should be performed in
accordance with Government Auditing Standards (reference (c) ) g DOD Internal
Auditing Standards g and D@ atiiting policies.

a. Review objectives should be established, and conditions found during
the review should be documented and retained in working papers.

b. A formal written report should be prepared and issued on the results
of each internal quality control review. The report should s~ifically address
each review objective. The report should also remmnend corrective actions g
when appropriate; include ~nts f r~ the organi~tional. elmts reviewed g
followed by an evaluation of the ccmuents; and establish target dates for
implementatia. Reccmendations  should be tracked until fully implemented
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or otherwise satisfactorily resolved. when significant deficiencies are iden-
tif ied, a followup review to determine that adequate corrective actions were
taken may be I appropriate.

c. AU working papers and regrets of internal quality control reviews
should be retained for 3 years for use by external quality control review terns.

Within the Department of Defense, external quality control reviews of
internal audit organizations will normally be coducted by the Office of the
Assistant Inspector General for Alx3it Policy and Oversight, OIG, DoD, with the
assistance of representatives fran the DoD internal audit organizations as
needed. The ~ central internal a~it organizations, using guidelines published
by OIG, D@, are responsible for external quality control reviews of the internal
review and nonappropriated fund adit activities for which they have audit
cognizance. Generally, OIG, DoD, will. limit its external quality oontrol reviews
of internal review and nonappropriated fund audit activities to assessing how
well the central internal. atiit organizations carried out their external reviews.
The General Accounting Office mnducts similar quality control reviews of D@
internal audit organizations.

1. The objectives of the external quality oontrol reviews are to ensure D@
internal audit organizations adhere to Goverment Auditing Standards (reference
(c) ) , D@ Internal Auditing Standards, and D@ auditing plicies and operate in
an economical, efficient and effective manner.

2. External quality control reviews should be conducted in accordance with
a@icable auditing standards ti quality control review guidelines. The team
leader of the review slxxild observe the requirement for holding entrance and exit
conferences and for discussing periodically the progress of the review with
appropriate managers in the atiit organization.

3. External quality control review team members should be selected based
on the requirements of a particular review. Functional experts f ran inside and
outside the Department of l)ef ense may augment the quality control tears in
certain specialized or technical areas. The staff mmbers rxxninated for the
external quality control review team should not have been associated in the past
2 years with the organization subject to review.

4. Before starting an external quality control review, the review team
should collect background information akout the audit organization, incltiing its
organizational environment and governing policies ad procedures. The review
team is encouraged to use questionnaires to gather background data, identify
related audit policies and procedures, obtain opinions of the audit staff on
plicies and procedures used by the amit organization, and solicit cpinions of
audi tees regarding the relationships of the audit organization and its clients.

5. External quality control reviews should be conducted on a recurring
schedule and slxxild normally incltie each audit organization at least once every
3 years. As an alternative, selected functional areas may be reviewed on an
across-the-board or Agency-wide basis. AS with any audit, the scope, objective,
and work program of the quality control review should be tailored to meet
specific situations.
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6. A formal written report should be prepared and issued on the results of
each external quality control review. The report should specifically address
each review objective and express an opinion, as appropriate, as to the atiit
organization’s canpliance with Government Auditing Standards (reference (c)),
D@ Internal Auditing Standardsr and DoD a@iting ~licies. The repxt should
also recmuend corrective actions when appropriate; include cements fran the
organization reviewed, follmed by an evaluation of the caunents; and establish
target dates for implementation. Recmnmdations should be tracked until fully
iqlemented or otherwise satisfactorily resolved. When significant def ici~cies
are identified, a f ollmup review to determine that adequate corrective actions
were taken may he appropriate.

7. Working papers and reports of external quality control reviews should he
retained for 3 years f ran the date of the final report.
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